DOCUMENT RESUME

ED 246 157 UD 023 680
AUTHOR Reimers, Cordelia
TITLE A Comparative Analysis of the Wages of Hispanic,
' Black, and Anclo Men,
SPONS AGENCY Employment and Training Administration (DOL),
Wwashington, D.C.
PUB DATE . Sep 82
GRANT 21-34-78-60
NOTE 59p.; Also contained in UD 023 679; Revised version

of a paper presented at the Hispanic Labor Conference
(Santa Barbara, CA, February 4-5, 1982).

PUB TYPE Reports - Research/Technical (143) --
Speeches/Conference Papers (150)

EDRS PRICE MF01/PC03 Plus Postage.

DESCRIPTORS *Blacks; Comparative Analysis; Cubans; Equal
Opportunities (Jobs); *Ethnic Discrimination;
*Hispanic Americans; Immigrants; *Individual
Characteristics; Males; Mexican Americans; Puerto
Ricans; *Salary Wage Differentials; *Whites

IDENTIFIERS Survey of Income and Education

ABSTRACT ,

This paper details the factors contributing to the
wage structure of Hispanic men and compares the wages of Black and
Anglo men. The major finding is that controlling for differences in
observable personal characteristics--such as education and work
experience--substantially reduces the wage differences between
Hispanics and Anglos. For example, among Mexicans the observed wage
differential for men is about 30 percent. Yet once the differences in
personal characteristics are controlled for, the differential dro;:
to 6 percent. This remaining 6 percent differential is attributed to
labor market discriminatien. After controlling for differences, the
differential attributable to discrimination for Puerte¢ Rican males is
18 percent, for Black males 14 percent, and for "other Hispanic"
males 12 percent. The Cuban-Anglo d1fferent1al can be completely
explained by differences in observable persecnal characteristies,
especially recency of arrival in the United States and languege
hand1caps. "hese factors, along with low education ana
discrimination, also seriously handicap Puerto Rican f .. Other
findings include the following: (1) Mexican and "other Hispanic" men
have significantly lower wages in States where Hispanics are a large
fraction of the population; and (2) minority men (except U.S,
Mexican-Americans) have lower wage returns to education than Anglos.
(CMG)

ARRKRAARRARRRKAARKXARRRARKRRAXARRARRRXR AR AR AR AR RRR AR kAR hhh%

* Reproductzons supplied by EDRS are the best that can be made *

* from the original document. *
******k****************************************************************




ED246157

“UD023 (%O

E

Aruitoxt provided by Eic:

B

A Comparative Analysis of the Wages of Hispanic,

Black, and Anglo Men

Cordelia Reimers
Department of Economics
Hunter College of the City University of New York

The original version of this paper was presented at the Hispanic Labor
Conference, Santa Barbara, California, February 4-5, 1982. This research
was supported by the U.S. Department of Labor, Employment and Training
Administration, grant no. 21-34-78-60, for research on Hispanic American
labor market problems and issues. I am indebted to Gilles Grenier and
Jesse Abraham for excellent research assistance. Barry Chiswick, Ralph
Smith, Marta Tienda, aund members of the Princeton University Labor
Economics/Industrial Relations Seminar made useful suggestions.

U.S. DEPARTMENT OF EDUCATION
NATIONAL INSTITUTE OF EDUCATION
EDUCATIONAL RESOURCEilNFORMAT!ON PERM'SS'ON TO REPRODUCE THIS
CENTER (ERIC) MATERIAL HAS BEEN GRANTED BY

-
/ Yhis document has been ruproduced as
T . received ‘rom the person or organization
atiginating 11,

. ' Minor changes have been made to improve
reproduction Guality.

Pmms ul view or apinians stated in this docu-

{ b']
m:sri\“:: ;\:::’r;;:z:ssanlv represent officiat NIE TO THE EDUCATIO AL RESOURCES
i . INFORMATION CENTER (ERIC).”

(N

21



A Comparative Analysis of the Wages of Hispanic,
Black, and Anglo Men

Hispanic men, like blacks, have lower average wages than white
non-Hispanic men. The Hispanic/Anglo wage ratio for men in 1975 ranged
from .72 for Mexicans to .89 for Cubans.l That Hispanies are a disadvan-
taged group in the U.S. labor market is widely recognized; little is
known, however, about the specific sources of this disadvantage. For
example, how much do lower education levels, younger average age, recency
of immigration, English language problems, or residence in low-wage areas
of the country contribute to the Hispanics' lower wages? How important
is labor-market discrimination?

This paper analyzes the wage structure of Hispanic men to provide a
detailed picture of the factors contributing toltheir wages. The wages
of black and white non-Hispanic men are also analyzed, for purposes of
couparison. We first look at the average values of various wage-related
personal characteristics for each ethnic group. To find out how impor=
taht these characteristics are in determining weges, we then estimate a
separate wage function for each ethnic group: Mexicams, Puerto Ricans,
Cubans, Central and South Americans, "other Hispanics,® black
non-Hispanics, and white non-Hispanics. The data are from the 1976
Survey of Income and Education. The wage samples consist of male civi-
lian employées aged 14 and above who were not self-employed nor full~-time
students; These wage samples contain about 60%-of the total number of
males in the data set. .
Because the observed wage structure is-affected by the decisions men

make about whether or not to participate in the wage and silary sector as
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well as by the wage offers they receive, we correct for possible sample
selection biag to get consistent estimates of the g;rameters of the wage-
offer fuﬁction fa?ing each ethnic group. A group's wage-offgr function
shows the effect of various personal char;cteristics on the average wage
offered by employers to members of the group, whether or nct the offers
are accepted and the individuals appear in the wage sample. The group's
obgserved-wage function, on the other hand, gshows the effect of these
characteristics on the average wage that is actually observed in the wage
gample. The average observed wage will differ from the average wage
offer if inclusion in the wage sample is not random with respect to the
wage offer. For example, if those who receive unusually low wage offers
are less likely to accept them, the average observed wage will be higher
than the average wage offer.

Examination of these parameters of the wage fﬁnction reveals, among
other things, to what extent English-language deficiencies reduce wages,
whether black Hispanics earn less than white Hispanics, and whether
minorities earn more in the public than the private sector. They also
tell how rapidly immigrants® earnings rise after they come to the United
States, how the returns to foreign schocling and work experience compare
with the returns to schooling and work experience acquired in the United
States and how these returns vary across ethnic groups.

Finally, we want to know how much the differences in average personal
characteri1t;cs-—education, age, recency of immigration, etc.-—and iu
parameters of the wage function contribute to the observed wage differen-~
tials between minority men and white non-Hispanics. To answér this

question, we present a detailed breakdown of the observed wage differen-
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tials, showing the portions due to (1) differences in sample selection
bias; (2) geographical differences in pricz ievels; (3) differences in
average personal characteristics, broken déwn to show education, poten-
tial work experience, nativity and date of immigration, Eaglish fluency,
etc., separately; and (4) differences in parameters zf the wage function
due to labor-market discrimination and other cmitted factors.

The next sectién describes the data and specification of the wage
function in detail. Wg then presentvthe average wage-related charac-
teristics of the various ethnfc groups. The following section discusses
the estimated parameters for specific variables, their magnitudes, and
intergroup variation. Next we describe the breakdowns of the
mincrity~Anglo wage differentials for each ethnic group. Our major

conclusions are summarized in the final section.

DATA AND MODEL SPECIFICATION

The Survey of Income and Education, conducted by the U.S. Bureau of
the Census in the spring of 1976 on a sample of over 150,000 households
in all fifty states and the District of Columbia, furnished the data for
this study.2 Detailed information on employment, sources and smounts of
income, race, sex. age, ethnicity, nativity, {mmigration date, education,
language usag=2, health status, and family composition are available.
Ethnicity was self-identified by the response to the question, "What is

's origin or descent?” accompenied by a 1list of ethnic groups. Race
was agsigned by interviewer obsérvation. The most serious‘cwissions are
measures of accurulated work experience, Job training, and ability. Wage

rates are not reported directly, but must be computed froa reported
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annual earnings, total weeks worked, and usual hours workéd per week in
1975. Despite these shortcomings, the Survey of Income and Education is
an attractive data set for investigating Hispanic-Anglc earnings dif-
férentials because it contains immigration and language information and
because the large sample enables one to examine relatively small ethnic
groups, such as Cubans, separately.

The data in the Survey of Income and Education reflect the conditions
of a recession year, 1975. Since all sorts of differentials in the labor
market tend to widen in recessions, our findings may not represent
“normal” conditions. We minimize this potential problem by focusing on
wage rates, which fluctuate less over the cycle than employment or hours,
and by taking account of sample selection bias in estimating the wage
functions. Therefore, intergroup variations in employment over the cycle
should not affect our results.

From the Survey of Income and Education we took the records of every
male aged 14 or older who identified himself as being of Hispanic
origin~~i.e., Mexican American, Chicano, Mexican, Mexicano, Puerto Rican,
Cuban, Central or South American, and the residual category of "other
Higpanic.” The first four groups constituté our "Mexican” category. We
also exiracted random samples of households headed by white and black
non-Hispanies. Our seven samples are mutually exclusive: the Hispanics
may be of any race; the whites and blacks 1n§1ude non-Hispaniecsg only.
Non-Hispanics who are neither white nor black (e.g., Asians) are excluded
from this study.

For estimating the wage fuﬁction, we restricted the samples to fhose
for whom a reasonably accurate wage rate could be obtained by dividing

annual earnings by annual weeks worked times usual hours worked per week
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in 1975. The wage s-mples were therefore ccmposed of civilians who
worked for pay in 1975; whose earnings were -from wages and salavies only;
who were either not enrolled in school on February 1, 1976, or had worked
over 1250 hours in 1975 if they were enrolled; for whom we had complete
information on the explanatory va:iables; and whose hourly earnings.
adjusted. for the cost of living, were between 10 cents and 50 dollars for
Hispanics and blacks and between 10 cents and 100 dollars for white
non-Hispanies. Examination of the hourly earnings distribution; for each
group revealed a few cases with such extremely low or high values that it
seemed they must result from errors in reporting earnings or weeks or
hours; because such extreme values wculd exert a great deal of leVerége
in an ordinary least squares regression, it seemed desirable to exclude
them from the samples rather than to treat them as ordinary
errors-in-equation.3 Thus we excluded the self~employed, students
working part-time, Armed Forces personnel, unpaid family workers and
others with no reported earnings, those lacking information on such
explanatory variables as language fluency and health status, and a hand-
ful of outliers on hourly earnings. The reasons for the first three
exclusions are as follows: for the self-employed, comput2d hourly ear-
nings are likely to be a very poor measure cof the wage rate; weeks and
hours worked are not available for the Armed Forces; and students often
- choose part-time jobs for convenience, at wages that do not reflect their
human capital. |

The wage samples, thus restficted, contain only about 60Z of the
males aged 14 or older in the data set. Moreover, inclusion in our wage
sample 158 the consequence of several decisions by a respondent that ﬁight

very well be nonrandom with respect to the stochastic error in the wage
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equation, and which may therefore bias the results. He must have chosén
to be a civilian wage and salary emplcyee rather than a full-time stu-
dent, a éelf-employed person, a nonmarket worker, a retiree, or a member
of the Armed Forces. This decision was presumably the outcome of opti-
mizing behavior with respect to the current use of his stock of human
capital. Because omitted %ariables that affect one's productivity in the
’wage énd salary sector probably affect one's productivity differentiy in
the education, Armed Forces, self-employment, and nonmarket sectors, we
would expect some systematic censoring~of the sample to occur, with
attendant bias to the estimated coefficients of the wage equation.
To sce this, let the wage-offer function for individual 1 in group ]

be

1) loWgy = Xiij + €144

Let the rule governing participation in the wage and salary sector be as

follows: 1individual { in group j participates if and only 1if
(2) 2g4vy + €214 > O.

In these expressions, lnW;y 1s the natural logarithm of the wage rate,
Xy4 and 214 are vectors of known individual characteristics, B84 and Y4
are vectors of unknown coefficients that are common to the members of the
group, and €174 and €244 Aré random errors that reflect unknown influen-
ces on the wage rate and the participation decision, respectively. €114

and €244 are jointly normally distributed, with

E(elij) - E(e21j) =0
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g g
Cov(e 141) = llj 12j if = {! '
Gov(els4e24' 4 . 1 and j = j',
01234

=04f £ # 4" or 1% 3'.
Then, as Heckman (1979) has shown,

-(ln"iji in sample) = xi1ﬁj + E(elij{ in sampie)

~
w
-t
| 21

= X183+ 0,241y

whera iij - f(Zij;j)/F(Zij;j), in which £(.) 1is the standard normal
density function, and F(.) 1s the standard normal distribution function.
If participation in the wage and salary sector is not random, given one's
observed characteristics, so that ojp4 # 0, then E(ey14 | in sample) # 0
and ordinary least squares estimates of Bj will be gubject to a type of
“omitted variable” bdias.

Therefore, to get consistont estima;es of Bj, we estimate a sample
participation probit to obtain ;jn compute iij, and 1include it as an

additional re:ressor in the wage function, which 18 then estimated by

ordinary least squares:
(4) lnwij = X484 + 0124214 + V14,

where viy ~ N(O, ] 4).

The variables in the reduced~form probit equation are defined in
Table 1, and their mean values are given in Table 2. In addition to the
variables in the wage equation, the probit includes marital status, cer-

tain determinants of the spouse's wage if married, number and ages of
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’family'ﬁéﬁﬁers;1&303&#6&3‘faﬁilf iﬁédﬁé; énd tﬁe.maii;um‘AFDC pay@ent
that would be available to the.familybif it hed no other 1nc§me.

The estimated probit coéfficients, reported in Table 3, look reason-
able. Age and heslth are the only consistently significant determinauts
of being 2 wage or salary earner. Eduration, welfare, «xogenous income,
marital status, and spouse's age and education also have the expected
effect, either positive or negative, in all but 5 out of the 49 instances
(assuming that the effect of the spouse's wage on a person's laber supply
is negative).

For the wage equation itself, as indicated abtove, we computed the
average hourly wage rate as total wage and salary earnings in 1955,
divided by the product of total weeks worked and usual hours worked in
those weeks. To allow for differences in wages due to price-level
variation across the country, we divided each person's hourly earnings by
a cost-=f-living index for his place of residence.4 The depeadent
variable for the estimated wage equation was the natural logarithm of
“real” hourly earnings, “real”™ 4in this case meaning adjusted in that manner
for the cost of living. This is equivalent to entering the natural
logarithm of the cost index as an explanatory variahle, and constraining
its coefficient to equal one. This adjustment eliminated 7% of the ori-
ginal wage differential between Mexican and white non~Hispanic males, but
widened the differential for Puerto Ricans, who tend to live in the high-
cost Northeast.

As explanatory variables we used educationﬁl attainment, years of
education cbtained ebroad, potential work experience (i.e., age minus

preschool and srhool years), military experienca, health status, and com-

10
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Table 1

Definitions of Variables Used in the Analyses

Variable Definition

WAGE (W) Hourly wage rate, calculated as annual
earnings/(weeks worked x usual hours worked
per week) in 1975,

LNWAGE (1lnW) Natural logarithm of WAGE.

LNCOST (1nP) Natural logarithm of BLS cost index for
moderate family budget in SMSA or region of
residence. If SMSA of residence was not in
the BLS sample, another SMSA in the same state
or region was used. If residence wvas not
identified as being in an SMSA, the BLS {index
for nonmetropolitan areas in the region was

used.

LNRWAGE 1n(W/P) LNWAGE ainus LNCGST.

ED Highest grade of school completed.

FORED Years attended school abroad (= 0 1f born in
U.S. mainland). .

AGE Age, in years.

AGESQ Square of AGE.

EXP Potential work experience; age minus highest
grade attended minus 5.

EXPSQ Square of EXP.

USEXP Years of potential work experience in U.S.:

if bdorn in U.S. mainland, age minus highest
grade attended minus 5; if born outside U.S.
mainland, estimated time in U.S. (using mid-
point of immigration period) or age minu.
highest grade attended minus 5, whichever is
smaller.

USEXPSQ Square of USEXP,

(table continues)

-
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Table 1 (cont.) ‘ .
Definitions of Variables Used inhthe Aneiysesgv -
: o O
o - 13
Varfable - . < . . Definitioa
FOREXP ™ - ' Years o£ potential Work experience before T Ee D O
, ‘ .  immigrating to U.S.: age minus highest grade
: . attended minus 5 miﬂus USEAP. s
 FOREXPSQ ”"Square of FOREXP. .
VET L o . = 1 it veteran; O otherwise (men only). o B
. MAR C ) -1 if married, spouse present° 0 otnerwise
h ‘ : (women only). . @
KIDSLT6¢ : ; Jﬂo; of children under age 65 @ A
) . . ’ \ O &
XIDS611 ) No. of children aged 6-11; 3 o
KIDS1217 " ~ No. of children aged 12- 17,
FAMI864 - . No. of fanily members aged 15-64.0
'FAM6S o ~ No. of family nvembers aged 65 or morei. - ‘d
. . . : o © €2
FBORN .~ S =1 Af born outside G.S. mainland G otherwise.q
G "v,USO6 ; , No. ot years since immigrated to U S., 197C or
S : o after (= 0 1f born 1a U S or immigrated SIN ©
before>1970). . e
. . o @ G
US4s S - 1 1f imigrated to U.S. 1970-72; O otherwise.® o
us711 - .- - = 1 if immigrated to U.S. 1965-69; 0 otherﬁige: :
= - , L ) . o : ® )
Us1216 - =1 1f iumigrated to-U.S. 1960-64; O other.:se.
US1726 ” =1 1f immigrated to U.S. 1950-59; O otherwise,
Us2799 - - . =1 {f immigrated to U.S. before,1950; 0 .
- ‘ otherwise.
ENGNVG ' ‘ = 1 1f does not speak and understand English
‘ ‘ very well 0 otherwise.
HEALTH ' ‘ =1 if health limits ability. to work; 0- °
' otherwise. ) ; oe
(table continuesi . Y so
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Table 1 (cont.)

Definitions of Variables Used in the Analyses

Variable Definition

GOVT , = 1 1f government employee; O otherwise.

NONWHT = 1 if race is nonwhite; O otherwise.

PROPHIS percentage Hispanic of population in state
of residence.

A Inverse of Mill's ratio, predicted from
reduced-form probit equation for being in
wage gample.

INCOME . Exogenous family income: dividends, interest,
rents, pensions, child support, and other non-
earnings-conditioned transfers; other family
members' unemployment insurancs, workmen's
compensation, and veterans' benefits; earnings
of family men“ers other than self and spouse.
Measured in §(I0's.

WELF Maximum APDC payment available to family if no
other income (depends on state of residence,
whether a male head is present, and number of
children under age 18). Measured in $000's.,

SPED Spouse's highest grade of school completed
(= 0 1f MAR = Q).

SPAGE Spouse's age, in years (= 0 if MAR = 0).

SPAGESQ Square of SPAGE (= O 1if MAR = 0).

SPFBORN = 1 if spouse born outside U.S. mainland; O

. otherwise (= 0 if MAR = 0).
INSAMPLE = 1 if in sample for wage equation: employed

in 1975, civilian, no self-employment inconme,
not enrolled in school (or worked over 1250
hours if enrolled), $.10 < W/P < $50 for
Hispanics, $.10 < W/P < $100 for white non-
Hispanics; = 0 if not in wage sample.

13




Table 2

Means of Varlables: Men in Probit Samples

Central ;
White Non- Puerto & South Other Black Non-

Varlable Hispanics Mex1icans Ricans =~ Cubans Americans  Hispanics  Hispanics
INSAMPLE /563 1622 598 602 719 566 +545
ED (grade) 11.75 9.34 9.31 10.72 11.57 | 10,30 9,88
FORED x FBORN

(educ. years

outside U.8.) JA77 1.09 4,39 7.89 8.86 964 138
AGE (years) 40.61 33.45 34,66  40.46 35.25 38.11 312
AGESQ 2008.5 1371.55  1426.85  1928.08  1392.82 1807.85 172349
FBORN 032 W2h¢ 107 932 330 | 126 015
USO6 x FBORN (years) 010 241 469 1.02 1.54 122 029
US711.x FBORN .002 037 086 218 228 031 1004
US1216 x FBORN 001 029 .086 289 o145 024 002
US1726 x FBORN .009 048 +290 .098 097 W11 +001
US2799 x FBORN .018 057 110 +041 1035 +030 .001
EﬁGNVG .009 288 411 530 487 212 +002
NONHHf 0 022 JA14 041 o154 047 1.0
HEALTH 154 130 173 JA24 075 1163 191
VET 3% 246 190 083 066 a7 273

91 t} (table continuec)
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Table 2 (cont.)

Means of Variables: Men in Probit Samples

Central

White Non- Puerto & South Other Black Non-
Variable Hispanics Mexicans Ricans Cubans Anericans  Hispanics  Hispanics
PROPHIS (1) 3.38 15.45 5.42 6,18 6.66 18,51 3.2
MAR 649 /582 638 1658 614 590 A
KIDSLT® (number) 215 .466 385 218 425 242 235
KIDS611 (number) J12 /601 510 338 +390 458 457
KIDS1217 (number) 568 937 J9%4 1695 368 823 1859
PAMIS6 (number) 2,06 2.3 2,13 2,8 206 | 2. 2,25
FAM65 (nunber) 261 118 101 274 .088 232 1225
4INCOME ($000's) 5,840 4,317 2,963 4,970 2,99 4,921 4,533
WELF ($000's) 093 107 172 038 1133 064 +095
SPED x MAR (gcade) 7,76 5.31 5.85 1,00 8.77 6,30 5.7
SPAGE x MAR (year3) 28,33 21,10 22.88 27,45 20,94 24,52 20,16
SPACESQ x MAR  1395.6 87090 922.59  1262.43  768.30  1149.13 957,11
SPFBORN x MAR 031 131 450 568 W74 070 010

Note: See Table 1 for definitions of variables. Data base 1s 1976 SIE. Unless otherwlse indicated,
means reflect fractions.

17

[ =l



Estimated Coefficlents of Reduced-Form Probit Equations for the

Table 3

Probability of a Yan's Being in the Wage Earner Sample

Central
White Non- Puerto & South Other Black Non-
Variable ispanics Mexicans Ricans Cubang Avericans  Hispanics  Hispanics
Constant -2.68% -2.84% -3,02¢ ~3.27% -3.10 -3.00% -3,8%%
(4201) (+267) (4724) (1.20) (1.61) (4482) (,210)
ED 023* =020 020 066 =024 012 027
(,0078) (+011) (,030) (+043) - (.055) (,020) (,0085)
FORED x FBORN 018 029 021 ~. 042 10083 =015 010
(.027) (.018) (.025) (,036) (4046) (+036) (4053)
AGE J46% 1884 J574 1434 2574 J179% 204¢
1+010) (,014) (,038) (+050) (,012) (4025) (,010)
AGESQ SOOLTE 001 0L6h 00k -,009% 0000 -,00224
(,0001) (,0002) (,0005) (+0005) (+0009) (,0003) (»0001)
FBORN -1.85% -.431 =562 -.556 -1,82% 022 -1.14
(,797) (.226) (,453) (+758) (,860) (1.02) (,839)
US06 x FBORN 4974 +150% 1874 122 2154 =027 1245
(.216) (,054) (,093) (4124) (,091) (+210) (+155)
US7L1 x FBORN 2,07% 892¢ J12 699 1690 013 1,10
' (,886) (.257) (,437) (4624) (+460) (,973) (+752)
(4942) (+203) (,438) (+615) (+497) (4977) (+884)
US1726 x FRORN 1.86% 354 9304 1.64¢ 1,284 =102 1.3
(,7682) (.239) (,409) (,139) (.627) (1,03) - (1.03)
- (table continues) ].8
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Table 3 (cont.)

Estinated Coefficients of Reduced~Form Probit Equations for the
Probabiiity of a Man's Being in the Wage Earner Sample

Central ‘
~ White Non- Puerto & South Other Black Non-
Variable Hispanics  Mexicans Ricans Cubans Americany  Hispanics  Hispanics
US2799 x FBORN 1,774 361 655 1.19 2,394 -.128 =140
(.776) (:249) (4459) (,803) (1.02) (1.02) 1,09)
ENGNVG "o066 0069 s330 .037 "'.083 ".036 '0028
(,282) (4089) (,197) (.262) (+280) (,157)- (4544)
NONWIT -~ - 120 -, 5904 S - 435 -
(+182) (4220) (,520) (,329) (,272)
HEALTH -, 505+ -~ J60% 1,518 ~1,15% -,962# -, 8834 - 9164
(,057) (.086) (+200) (,230)  (.455) (,142) (,063)
ver 128# o s " 914 2igh g
(,046) (,075) {,198) (4441) (,733) 1.128) (+060)
PROPHIS 00001 ‘00061* '0020 ' ‘.0070 "00009 "00038 00047
(,0036) - (,0029) (,017) (,028)  (.020) (,0038) (40046)
MAR 2.22¢ 2,274 1.81 1,46 798 1,01 2.3
(,310) (+391) (1.03) (1,43) (2.16) (,767) (.31
KIDSLT6 -,086% 108 XYL -, 118 0352 197 «.060
(4044) (,046) (,125) - (.200) (,233) (.110) (,049)
K1DS611 -.067¢ -.035 123 -.129 -.219 013 O
(,033) (,036) (,090) (,158) (,222) (,073) (,034)
KIDS1217 -, 156% ~.109¢% - 111 -0 -.0n -, 1534 -.161*
(.026) (,028) (,083) (,114) (+221) (,050) (,026)
(table continues)
d J
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Table 3 (cont.)

Bstimated Coefficients of Reduced-Porm Probit Equations for the
Probability of a Man's Beng in the Wage Earner Sample

Central
White Non- Puertc & South Other Black Non-
Vaclable fiispanics  Mexicans Ricans Cubans Americans  Hispanics  Hispanics
FAM1864 +110% 10994 045 149 276 100 J118%
(,027) (,031) (»109) (+137) (337} (,058) (,025)
PAMGS - 1061 SI0 80t 260 =807 05 - 168
(:05) - (.102) (,312) (1242) (517) . (\183) (,061)
INCOME ($000'8s) 0214 -.023* .0018 -,0080 -.067% -.021% =023
(+0030) (+0039) (»017) (+020) (4032) (,0092) (,0045)
WELF ($000's) 3844 -.J318 -,353 ~-857 106 -~ 152 =017
(4156) (4202) (4437) (,890) (+906) (+428) (.188) .
SPED x MAR -.040% ~.040% -.013 -,026 =002 .  -.0048 =034
(+011) (,013) (4031) (,042) (,054) (,026) (,013)
SPAGE x MAR =076% ~075¢ =, 069 =047 =110 =037 =,079¢
(+015) (4021) (,036) (,01n) (»125) (,038) (.01
SPAGESQ x MAR 0007+ .0007* +00084 40004 ,0018 0003 .0008*
(.0002) (,0003) (,0007) (.0008)  (.0017) ' (.0004) (,0002)
SPFBORN x MAR - 2604 -, 157 ~5524 088 262 1362 -, 560#
(+131) (,102) (»221) (+381) (,428) (4246) (1238)
No. of Observations 5,168 2,859 525 266 228 923 4,050

Max log 1llkelthood -2765.33 132419 =241 13017 =90.92 «424.21 =1863.22

Note: Dependent variable {s INSAMPLE for wage equation, Standard errofs are in patentheses, variableg ate
defined In Table 1,

AStatistlcally significant at the 5% level. | 23

24
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mand of English. Because much of a person's human capital {is country-
specific, we also controlled for nativity and length of time in the
United States.

In addition to the human capital variables, we included varizbles for
governmenit employment and for race. 1If, as Sharon Smith (1977) has
found, government employees earn more then private-sector workers with
the same human capital, and if one ethniec group has greater access to
government jobs than another, this will affect the relative average wage.
We would like to be able to distinguish this effect. Since we know
blacks suffer from discrimination, and some Hispanics are black, we would
like to know how much of the Hispanies' lower average wage is due to
race, and how much discrimination affects Hispaniecs who are white. We
did not control for urban vs. rural location because this information was
suppressed in a great many cases by Census procedures tc preserve con-
fidentiality. Insofar as location is known, the effect of urban resi-
dence, as well as region, on the wage rate is captured by the cost-of-
living ad justment. The explanatory variables are defined in Table 1,
and their mean values for the wage earners in each ethnic group are in

Table 4.

AVERAGE WAGE~RELATED CHARACTERISTICS

The mean values of the variables in Table 4 reveal a number of ways
in which Hispanics are disadvantaged by possessing less "human capital”
cn average than white won-Hispanic men. Average education levels are
around 12.5 years for white non-Hispanic male wagz earners and 10.5 years

for blacks, yet are less than tenth grade for Mexicans and Puerto Ricans.



Table 4

Means of Varlables for Men in the Sample of Wage Earners

Central
White Non- Puerto & South  Other Black Non-
Varlable Hispanics Mexicans Ricans Cubans Americans  Hispanics  Hispanics
WAGE (W)
(dollara/hr) 5.97 431 4,52 5.3 b9 520 4.65
LNWAGE (1lnW) 1,607 1,303 1,389 | 1515 1,397 - 1,466 1.3
LNCOST (lnP) -.025 ~.068 074 015 051 =043 -.28
LNRWAGE (lnW/P)  1.632 Lan 1.316 1.530 1,346 1,509 1,402
ED (grade) 12,41 9,44 9.75 11.32 11.79 11,04 10,54 \
EXP (years) 20.77 19.51 20,45 24,12 19.05 .33 22,96 °
EXPSQ 6908 SIS K0Sk TN WLls 936 8.9
VET 486 304 255 JA12 085 421 J74
FBORN 028 1269 793 /950 921 119 015
FBORN x FORED
(educ. years
outside U,S.) 192 L3l 525 8.64 9.2 1.04 o149
FBORN x US46 0024 040 073 125 1262 019 .0059
PBORN x US711 0031 048 086 1250 220 040 D041
F<ORN x US1216 0010 029 102 331 134 | 023 ,0016
FBORN x USL726 010 059 350 156 116 4010 0014
(table continues) 26 .
0




Table 4 (cont.)

Means of Variables for Men in the Sample of Wage Barners

Central
White Non- Puerto & South Other Black Hon=

Variable - Hispanles  Mexicans  Ricans Cubans  Americans  Hispanics  Hispanics
FBORN x US2799 .010 +045 W13 056 037 015 ,0005
ENGNVG ,0076 J21 46 538 1482 186 0018
HEALTH 101 092006 05605 0% 120
GOVY 169 A1 150 +081 04226 240
NONWHT 0 022 086 +056 /116 +052 1,0

) 536 TN N 54 72
Select{on Blas -

(o) 98 -8 08 M 05 a3 g
ED x FBORN

(grade) 329 1.9 1.38 10.73 10.80 1.19 A4
USEXP (years) | 20.56 16,74 15.50 12,19 9.72 20.07 2.1
USEXP x FBORN (years) .574 3.64 12,02 11.04 8.20 1.51 o125
FOREXP x FBORN (years) .208 2.1 4494 11,92 9.3 125 +168
USEXPSQ 656,49 474.24 365.76 244,24 169.35 641,10 782,67
USEXPSQ = FBORN 17,79 90.80 264,10 196,42 126.95 32,50 1,63
FOREXPSQ ® FBORN 4,18 60,71 I1.38 293,52 191.01 21,95 3.56
PROPHIS (X) 3.40 14.89 5.2 612 6.68 o 341

Nota: Variables are defined in Table 1, Unless otherwise Indicated, means reflect Fractions.

9%
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The other three Hispanic groups averzge between 11 and 12 grades of
school. The Mexicans and Puerto Ricans are younger (see Exf) than the
other groups on average, and the Cubans are even older than white
non-Higpanics. Almost all of the Cubans and Central and South Americans
are foreign-born, anl members of the latter group =rrived in the United
States even more recently than the Cubans. Eighty percent of the Puerto
Ricans were born on the island. Almost 75% of the Mexicans, on the other
hand, were born in the United States. The "other Hispanics"™ are
overvhelningly (961) from the second or later generations in the United
States. This group includes persons of mixed Hispanic ancestry as well
as those who did not identify with any of the listed Hispanic groups.

Not surprisingly, the perceatages of each group who are fluent in
English (the complement of ENGNVG) and who hsve bsen in the Armed Forces
reflect the percentages born in the United Srates. Government employment
also tends to reflect birthplace, except that Mexican and Puerto Rican
men are about as likely as white non-Hispanics to hold government jobs,

while blocks and "other Hispanics” are much more likely to do so.

PARAMETERS OF THE WAGE FUNCTIONS

The estimatad wage equationg, corrected for selectivity bias, are
veported in Table 5. The coefficient of 3:, which represents the
covariance between the errors in the sample participation probit and the
wage equation, is negative for all groups except the Ceatral and South
Americans. It 1s significantly negative for the largest samples of men——
whices, blacks, Mexicans, and "other Hispanics.” Apparently people in

these ethnic groups who have unusually high market wage offers, given

R



Table 5

Coefficients of Wage Equations for Men, Cotrected for Sample Selection Bias:
Effect of Var{ables on Average Wage Offer

Central
White Non- Puerto & South Other Black Non-
Variable Hispanics  Mexicans  Ricans Cubans  Americans  Hispanics  Hispanics
Intercept 618 64k A3 1.035% 290 893 oB50%
(.01 (,091) (,221) (4462) (,402) (+175) (+090)
4] 061% 20544 036% 035 0504 034 J049%
(+0041) (,0053) (,013) (.019) (,022) (,010) (.0046)
(40033) (,0041) (,0082) (,015) (,020) (,0078) (,0038)
EXPSQ '00006* ‘00003* '00006* "00007* '00006 "'0000[0* '00002*
(+0001) (,0001) (,0002) (,0003) (,0004) (,0001) (,0601)
VET =,0080 029 ~.0015 210 219 »044 022
(+024) (4034) (,068) (4144) (,214) (,060) (,026)
FBORN "0195 '0258* "0157 -0167 "01‘11 0277 .1415
(+355) (.082) (,152) (+300) (,322) (+324) (+413)
FBORN x FORED 0006 ~-,0056 ~-.0048 -,0067 019 -,0092 =036
(4014) (,0077) (,0086) (,016) (,018) (,022) (4028)
FBORN x US46 036 (2204 025 =031 245 -.307 =184
(+394) (,087) (,141) (.227) (,161) - (4289) (,321)
FBORN x US711 088 129 .086 -.0030 244 -, 364 - 124
' (:379) (,086) (,138) (,220) | (+156) (4260) (4344)
FBORN x US1216 104 J91 044 J47 215 125 231
(4468) (,098) (,135) (4226) (+190) (4281) (4395)

(table continues)
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Table 5 (cont.)

Coefficients of Wage Equations for Mew, Corrected for Sample Selection Bias:
Effect of Variables on Average Wage Offer

Central
White Non- Puerto & South Other Black Non~
Variable Hispai#=¢  Mexicans  Ricans Cubans  Americans  Hispanics  Hispanics
FBORN x US1726 ,029 2842 W27 063 WA 79% =191 039
(1348) (,085) (1125) (1268) (1214) (4343) (.420)
FBORN X USZ?gg 0186 0220* 1160 0108 l313 '0394 'a187

(1350) (,097) (1152) (,1292) (,362) (,337) (,593)

ENGNVG -.068 -, 046 -, 203% -159 '0097 - 1844 0487
(4153) (,039) (4012) (.0%8) - (.121) (+080) (1282)

HEALTH =011 -017 214 12 1152 011 L
(,039) (,051) (1133) (,216) (,238) (+103) (1045)

GOVt =014 =033 -.023 011 121 1064 070%
(,027) (,033) (,074) (1143) (1164) (,060) (,025)

NONWHT - -.089 120 =153 011 =064 -
(,089) (,1095) (1183) (,151) (+114)

A S SIS0 a2l e 050 250 -
(OB)  (O083)  (120) (W) () U8 (8)

N 2,911 1,778 34 160 164 522 2,209
R2 | 261 2 262 320 248 210 228
(011)1/2 |

(Corrected) 91 579 A48, 494 582 361 - J515

Note: Dependent variable is INRWAGE. Corrected standard ertors sre in parentheses. Varfables are
defined in Table 1.

F ‘[Ic‘ﬂtiﬂticﬂlly' significant at the 5 fevel, | ‘ | 33
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their measured characteristics, have even higher productivity in other
sectors and so are less likely to be in the wage sample.>

Our significantly negative estimates of 015 (the coefficient of A)
are not simply a result of the broad age range (everyoﬁe over age 13)
included in the samples we analyzed. When we estimated the same model
for Mexican men aged 25 through 59, the coefficient of i was also signi-
ficantly negative, even though the sample participation rate was much
higher (81% rather than 622). This 1llustrates the point that there is
no necessary connection between the sample participation raze and the
correlation between the stochastic ferms in the wage and the par-
ticipation equations. A 50% sample may be randomly selected, while a 90%
sample may systematically exclude the highest 10Z of wage offers. Thus,
choosing an age group with a high wage: and salary-sector participation
rate would not eliminate the possibility of selectivity bias (rhough it
might reduce its quantitative impact c¢n the estimated parameters).

When we examine the eétimates of the coefficients of the wage-offer
functions in Table 5, we £ind that race (NONWHT) has no significant
impact on the wages of Hispanics; black Hispanics suffer from one han-
dicap, not two. The sign on the NONWHT dummy variable is actually posi-
tive for Puerto Rican men. Poor health does not depress the wage rate a
man is offered; the sign on the health disability dummy 1s usually posi-
tive, significanti; so for black men. Black men get 7% more in the
public (GOVT) than in the private gector, but public sector wages are not
significantly different from wages in the private sector for white or
HBispanic men.

The wages of successive cohorts of immigrants, compared with

U.S.=born members of their ethnic group, can be plotted uiing the esti-

Q ‘ :341




mated coefficients of the wage equation. FBORN plus FBORN x FORED tells
how & newly arrived immigrant with a given level of schooling fares, com—
pared with the U.S.-born members of his ethnic group who have the same
education, age, etc. The dummy variables US46, US711, US1216, US1726,
and US2799, when added to {FBORN + FBORN x FORED), tell how immigrants of
these cohorty fare, compared with the U.S. natives. We can use as an
exampie an immigrant who has eight years of foreign schooling, which 13
about average.

White non-Higpanic male immigrants do not catch up with native whites
until they have been here at least 27 years. Mexican immigrants with
less than a sixth-grade education match U.S.-born Mexicans when they have
been here 17 to 26 years, but the cohort that arrived before 1950 earns
legss than U.S. natives. Island-bor; Puerto Rican wmen apparently never
catch up, unléss they come with no education. Neither d§ Cubans. The
unusual nature of the wave of Cuban political refugeesﬁého came in the
early 19603 1s reflected in their average wage rate, which is higher than
that of the Cuban men who arrived before or after them.

Central and South American immigrants with ten years of schooling
overtake the few who are U.S. natives in 4 to 6 years. Those who arrive
with less schooling take longer to catch up. Blacks and “"other
Hispanics™ show an erratic pattern: new arrivals and those who have been
here 12 to 26 years earn more than U.S. natives, but this 1is not true of
those -who have been here 4 to 1l years or more than 26 years.

The estimated wage loss from a poor command of English varies across
groups, from an insignificant 52 for Mexican men to 18 to 20X for "other

Hispanics” and Puerto Ricans. Blacks with poor English apparently earn

353
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more than other blacks, but there are so few (four) of them that this may
be a coincidence.

All Hispanic groups have lower returns to education than Anglos,
ranging from 3.47 per grade for "other Hispanics™ to 5.4% for Mexicans.
Anglo men earn 6.1 more for each additional grade of schocl completed.
The coefficient of FORED is always virtually zero, indicating that there
is no appreciable difference between U.S. and foreign schooling in
enhancing earnings capacity.

The inirial returns to (potential) work experience are about the same
for Fuerto Rican, Cuban, Central and South American, and white
non-Hispanic men. Mexicans, “other Hispanics,” and blacks have flatter
experience-wage profiles than the others. For each group we can find the
value of EXP that corresponds to the maximum wage on the experience-wage
profile. Let the coefficient of EXP.be 81 and the coefficient of EXPSQ
be 87. Then 31nW/3EXP = By + 2B,EXP = 0 at the maximum point, and
EXP = ~31/282 gives the value of EXP for which the wage is highest. For
white non-Hispanics, wages peak 36 years after leaving school; for
Mexicans, after 46 years; for blacks and "other Hispanics,” after 40
years; for Puerto Ricans, Cubans, and Central and South Anericans, after
30 to 32 years. Veterans do not earn significantly more than nonveterans
in any ethnic group, which suggests that time spent in the Armed Forces
is no more and no less valuable than other types of work experience.

The coefficients of experience and education merit further investiga-
tion. Our estimated coefficients of EXP and EXPSQ measure an average of
the returns to U.S. work experience for the native-bﬁ}n and the returns

to foreign and U.S. work experience for immigrants. The coefficient of
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ED averages the return to U.S. schooling acroes U.S.~born and foreign-
born individuals. Chiswick (1978) has found that immigrants have a lower
estimated return to education than U.S. natives, and speculates that this
is due to a weaker correlation among immigrants between 8chooling and the
omitted variable, ability. We would therefore expect ethnic groups with
larger percentages of the foreign-born to have smaller coefficients on
EXP and ED.

To disentangle these effncts. we estims~te annther set of wage
equations for men. These equations include an interaction term, ED x
FBORN, and separate variables measuring potential work experience in the
United States (USEXP) and potential work experience abroad (FIREXP),
along with quadratic and interaction terms: USEXPSQ, FOREXPSQ, USEXP x
FBORN, and USEXPSQ x FBORM.® We also include as a variable the percen-
tage Hispanic in the population in the state of residence, to see whether
there is any evidence that the wages of Hispanics are depressed by
"crowding” in labor markets with many Hispanics. The coefficient.,
corrected for selectivity bias, are reported in Table 6. (The variable
definitions and their mean values are in Tables 1 and 4.)

From the signs of the coefficients, it appears that, except for
Cubans and "other Hispanics,” the foreign-born have lower returns to
their U.S. schooling than the native-born members of their ethnic group.
(The return to U.S. schooling for the foreign-born is the sum gf the
coefficients of ED and ED x FBORN.) However, except for Mexican men, the
differences are not precisely enough measured to be sure of the signs.
U.S.-born Mexican men have as high a return to schooling as white

non-Hispanics, about 6%, and Puerto Rican men born on the mainland get

37



Table 6

fficlents of Wage Squations for Men, Inciuding Interaction Terms, Corrected for Sample Selection Bias:
Effect of Variables on Average Wage Offer

Central
White Non- Fuerto & South Other Black Non-
iable Hispanics Mexicansg Ricans Cubans Americans Hispanics Higpanics
aercept .622% 1214 .519 1.320 -1.321 «992* .854%
(.078) (.095) (.358) (.944) (1.021) (.173) (.091)
.061% «062% .049 -.025 119 032% .050%
(.0042) (.0060) (.026) (.073) (.068) (.010) (.0046)
x FBORN -.0094 ~.026% -,019 .067 -.069 015 -,029
(.022) (.0093) (.028) (.076) (.070) (.034) (.042)
ED x FBORN .0048 -.0025 -.0028 -.0088 .0083 -.012 -.017
(.014) (.0078) (.0081) (.016) (.016) (.028) (.041)
RN .019 .185% .298 -+548 1.639 -+297 335
(.343) (.125) (.369) (.907) (1.061) (.393) (.434)
NVG -.058 -.040 ~.179% -.137 -.116 -.135 443
(.174) (.039) (.072) (.096) (.113) (.081) (.277)
Xp L040% ~ 024 047% .098% 0122% .030% 015
(.0033) (.0041) (.014) (.045) (.049) (.0076) (.0038)
XP x FBORN -.0012 .013# -.019 -.050 -.065 023,062
(.018) (.0064) (.016) (.046) (.051) (.027) (.056)
)P x FBORN 016 -.0021 -.0034 014 -.0002 027 -.0014
(.017) (.0055) {.0097) (.011) (.017) (.019) (.025)
XPSQ ~.0006% =.0002% ~.00074 ~.0017¢% -.0019 -.0004% -,0002#
(.0001) (.0001) (.0003) (.0009) (.0013) (.0001) (.0001)

3 8 (table continues)
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Table 6 (cont.)

efflclents of Wage Equations for Men, Including Interaction Terms, Corrected for Sample Selection Bias:
Effect of Variables on Average Wage Offer

Central
White Non- Puerto & South Other Black Non-
riable Hispanics Mexicans Ricans Cubans Americans Hispanics Hispanics
\EXPSQ x FBORN "‘00000 “0000[0* 50003 00007 50007 ‘00007 "-0013
(.0004) (.0001) { +0004) {.000%) (.0013) (.0006) (.0022)
(.0005) (.0001) (.0003) (.0003) (.0005) (.0004) {.0007)
T . =.0061 015 ~0003 205 ~-.086 .033 +022
(.025) (.034) (.067) (.149) (.240) (.059) (.026)
ALTH -.0079 . =.020 187 .101 «236 -.043 J117#
(.039) f (.051) (.13%) (.197) (.237) (.104) (.045)
VT -IO[.I -l032 "5019 "50075 5087 5086 n070*
(.027) (.033) (.074) (.142) (.157; (.060) (.025)
NWHT -~ -.104 .109 ~-.126 011 -.130 -—
(.091) (.096) (.175) (.147) (.113)
OPILIS .0021 ~-.0039%* -.0079 016 +0032 ‘-.0060* -.0011
(.0020) (.0013) (.0068) (.012) (.0084) ~(.0017) (.0022)
_l378* -3391‘* --195 --253 '506[‘ -5194 -5432*
(.058) (.057) (.117) (.203) (.215) (.114) (.058)
2,911 1,778 314 160 164 522 2,209
5261 5236 5256 5338 l293 l216 l228
1012 (Corrected) .59 577 447 - .480 .565 .549 577

be:  Dependent variable is LNRWAGE. Corrected standard errors are in parentheses. Variables are
defined in Table 1.

atistically significant at the 5% levels
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the same return as U.S.~-born blacks, about 5%. Those born in Mexico have
a 3.6% return per grade of U.S. schooling, and those ‘born in Puerto Rico
have a 3.0Z return, while foreign-born white non~-Hispanics have 5.2% and
foreign-born blacks have 2.0%. For Central and Sourh Americans, the
return to U.S. schooling is 5% for those born abroad and 12Z for the very
few boén in the United States. The latter estimate is not at all pre-
cise, however.

Foreign-born Cubans seem to have a higher rate of return to U.S.
schooling (4.1Z) than those born in the United States. The latter
group's estimated coefficient on ED is negative, but there are only eight
of them in the sample, so this may be a coincidence. “Other Hispanics™
alsc have a higher rate of return to U.S. schooling if they were born
abroad-——4.8% as opposed to 3.2% for those who were born in the United
States. |

The returns to foreign work experience are wmuch smaller than the
returns to work experience in the United States. 1In fact, Mexican,
Puerto Ricen, Central and South Ametican, and black immigrants geia
virtually nothing in wage rates from prior work experience. In this
sense an immigrant in one of these groups; no matter how old; resembles a
nevw entrant té the U.S. labor force who has just finished school. On the
other hand, Cuban, "other Hispanic,” and white non-Hispanic imnigrants do
start out in the United States with highe:- wages the older they are on
arrival. Their foreign work experience is worth only 1 or 2% per year,
however=—much less than experience in the United States.

There 1s also a difference between immigrants and U.S. natives in

returns to work experience acquired in the United States. Mexican,
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"other Hispanic,” and black immigrants have higher initial returns to
U.S. work experience than their native—born counterparts. Their
experience-wage profiles also peak much more quicklv, as shown in Table
7. This indicates a relatively brief, intense period c¢f investment in
human capital after entering the U.S. labor force, as we might expect of
adult immigrants adapting to a new country. However, Puerto Rican,
Cuban, and Central and South American immigrants have lower initial
returns to U.S. work experience than those born on the mainland United
States. The Puerto Rican migrants' in;estment period lasts as long as
that of mainland natives, but the Cuban and Central and South American
immigrants' investment period 1is shorter.

Earlier, we presented some estimates of how long it takes before
immigrants' wages match the wages of nativa-born members of their ethnic
group of the same age, education, and other personal characteristics.
These estimates were derived from the wage equations that included dummy
variables for the year of immigration. We can obtain another set of
estimates from the wage equations that include USEXP and FOREXP as con-
tinuous variables. The answer depends on the amount and location of the
immigrant's education and his age when he arrived in the United States.
For specified values of these variables, we use the coefficient estimates
to derive the appropriate expressions for the wages of a U.S. native and
an immigrant who are alike in other respects; set these expressions equal
to one another; and solve for the value of the immigrant's USEXP that
satisfies the equation. (Note that, for people of the same age and edu-
cation, the U.S. native's USEXP is equal to the immigrant's USEXP plus

his FOREXP.)
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Table 7

Value (in Years) of USEXP at Peak of the U.S. Experience-Wage
Offer Profile: Native-Born and Foreign-Born Men

Ethnie Group U.S. Natives Foreign-Born
White Non-Hispanies 35.7 32.7
Mexicans 51.3 31.1
Pulerto Ricans 32.3 33.5
Cubans 28.6 24,9
Central & South Americans 31.4 23.1
Other Hispanics 38.2 25.3
Black Non-Hispanics 40.4 19.0

Note: Value of USEXP derived from estimated wage equations in Table 6 by
setting 3LNRWAGE/3USEXP = O and solving for USEXP.
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If we compare an immigrant who arrives at age 20 having an eighth-
grade education (i.e., FORED = 8 and FOREXP = 7) with a U.S. native
having an eighth-grade education, the "catch-up” period is 4 years for
blacks, 18 for "other Hispanics,” 34 for whites, 42 for Puerto Ricans,
and 51 for Cubans. Mexicans never catch up. Central and South American
immigrznts start out earning more than the native-born, but the gap
narrows the longer they stay. These results are reasonably consistent
with our earlier estimates.

Coefficients in Table 6 for PROPHIS tell us that in states where
Hispanics constitute lérger fractions of the population, white ;nd Cuban
men earn at least as much as they earn elsewhere; but Mexican, Puerto:
Rican, and "other Hispanic” men have lower wages than elsewhere.
Moreover, the negative effect is significant for Mexicans and "otheor
Hispanics.” This may be evidence that discrimination affects Hispanics
more when they are a large proportion of the labor force, as in the
Southwest. It may also represent a "compensating differential,” which
could arise if Mexicans and "other Hispanics” prefer to live and work

where there are many other Hispanics, regardless of lower wages.

DECOMPOSITION OF WAGE DIFFERENTIALS

We can use the estimated wage equations to sort out how much of the
observed minority-Anglo wage differential is due fo differences in average
wage offers, and how much is due to differences in selection bias of the
type discussed at the beginning of this paper. Further, we can break
down the wage-offer differential into the parts due to differences {n
average personal characteristics and in parameters. The -+ due to dif-

ferences in parameters is often attributed to discriminatioﬁ.
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n n

- 3 — i —
Define Xy = I xij/nj» Ay = L Aij/nj, and InWy =
- 1=l i=1
n ~
Ij(lnwij)/nj - anJ, where ny is the number of persons with observed
i=1

wages in group 3 and Wj is the geometric mean of the observed wage rate

for group j. (xij’ 1&j, and lnwij are defined above.)
Then anj ’-i-jﬁj + °12j-xj’

and
(5)  Tawy - TaWy, = (Ryby - Tusp) + o1y - 010 %),

where the subscript H refers to the high-wage group, and the subscript L
refers to the low-wage group. Thismshows that the observed wage dif-
ferential,'Tﬁﬁh -'Tﬁﬁi, equals the difference of mean wage offers,
Xa By - X8, pPlus the difference in average selectivity bias,
o125 - G121 AL, OF E(ejg | in observed sample) - E(e11, | in observed
sample).

We can proceed to decompose the offered-wage differential in the

spirit of Oaxaca (1973), giving:

mm— emsse— s

(6) oWy - laWp, = (X5 - %) [pBy + (I - D8] +
(% (1 - D) + % D) (By - B) + (o257 - 021 0),

where I is the identity matri; and D is a diagonal matrix of weights.
Since 1nWy - Tnw, = ln(ahlﬁi) - (Gﬁ - GL)/Eﬁ, equation (6) decomposes

the percentage difference between the geometric means of the observed

wage rates for the two groups into“a part due to selectivity bias, a part

attributable to differencas betﬁeen the groups' average values of each
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characteristic, and a part attributadble to differences between the
parameters of the wage-offer function. The first term on the right-hsnd
side of Eq. (6) can be interpreted as the wage difference that would
exist in the absence of discrimination, if both groups had the samé wage=
offer function. The second term is then an estimate of tha wage—-offer
difference due to discrimination.

We will in general get different estimates of discrimination
depehding upon the choice c¢f the matrix D of weights. This choice
amounts to an assumption about what the wage—offer function would be in
a nondiscriminatory wnrld. For example, setting D = I (a procedure
followed by many analysts of earnings differentials) assumes that the
majority group's wage-offer function would prevail; whereas D = 0 assumes
that the minority group's wage-offer function would apply to everyone, in
the absence of discrimination. Neither assumption seems warranted, g8ince
employers' preferences for the majority and their distaste for the
minority probably distort both groups' wages. Having no way of knowing
the true weights, we choose D = (1/2)1. This assumes that the no-
discrimination wage-offer parameters would lie halfway between the ones
Eurrently estimated for the majority and minority groups. To show how
sensitive the estimates of discrimination are to the choice of weights,
in Table 8 we report these estimates for D = I and D = O, as well as for
D = (1/2)I. 1In addition, we show in Table 8 the observed wage differen-
tial and the estimated wage-offer differential between white
qon-Hispanics and each minority group.

Table 8 shows that the difference in average wage offers between
Hispanic and white non-Hispanic men is always larger than the observed

wvage differential. For blacks, the wage-offer differential 1is the same
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Table 8

Wage Differences between White Non-Hispanic and Minority Men,
and Estimated Effect of Discrimination

(1) (2) (3) (4) (3)
Observed Wage Difference,
Wage Corrected for Wage Difference due to Difference in Parameters®
Ethnic Group Difference®  Selection Bias? (D = I)a d=0*% (0=(1/)D!
Mexicans v 4304 339 051 076 064
Puerto Riceans 218 332 A77 W77 JA77
Cubang .092 156 024 - 147 -.062
Central §& South
Arericans 210 423 350 +380 + 365
Other Hispanics 141 225 .106 133 119
Non-Hispanic .
Blacks 233 229 132 142 137

——

b W, - TnW, (approx. the percentage difference in the geometric mean observed wage between each
group and white non-Hispanic men).

b T, - T, - ,[(‘;lzi)w - (alzi)h] = TP, + T8, - TnPy, - X8, (the "wage-offer" differential).
 [X(1 = D) +%.0] (8, - B). |

| Assuaing vhites' wage function reflects no discrinination; X, (8, - By).

* Assuning minority group's wage function reflects no discri ination; 3&, (B4 = By).

f Ascuming that the no-discrimination wage function is halfway between that of whites and wlaority.
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size as the observed wage differential. Selectivity bias is negative for
all groups except Central and South Americars, but it is larger in abss-
lute value for white men than for Hispanic men. Therefore it reduces the
average observed wage more for white men, narrowing the observed wage
differences between them and Hispanics. -

The average wages offered to minority men are at least 152 below
thoge offered to white non-Hispanics. How serious a problem 1is labor-
market discrimination in producing these differences? Table 8 shows the
wage difference that cannot be explained by various differences in group
characteristics (age, education, etc.) and which is therefore potentially
due to discrimination. Column 3 in that table shows the estimates if the
whites' wage function is assumed to be the no-discrimination one; column
4 gives estimates when the minority group's wage function is used; anad
the last column shows the average of 3 and 4. 1In most cases, the three
estimates are quite similar., Cuban men constitute the only case in which
the choice of weights makes a difference of more than two percentage
points in the estimate of the wage difference due to discrimination.

If we take the average estimates of discrimination, given 1in the last
column, the largest (36%) describes the case of Central and South
American men. This is 86% of the total wage-offer differentiazl between
them and white non-Hispanic men. For Puerto Rican men, discrimination may
be responsible for as much as an 18% difference in wages, about half of
the 33% wage-offer gap. Discrimination may cause a wage gap of up to 12%
for "other Hispanic” men, a little over half of the total gap. Black men
are in between the Puerto Ricans and "other Hispanics”; the wage-offer
difference due to rgcial discrimination may be as large as 14%, which is

60Z of the total black-white male wage-offer differential.
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For Mexican men, however, discrimination may result in only a A% wage
difference at most. The rest of the 34% wage-offer gap is due to dif-
ferences in characteristics such as education. And Cuban men apparently
have higher wages compared to white non-Hispanic men than their human
capital characteristics would warrant; the difference in parameters of
the wage function goes in their favor.

It 1s possible that discrimination affecting many Hispanics is
directed not against Hispanics Jper se, but against blacké, immigrants, and
those not fluent in English. Since these groups constitute a larger
fraction of the Hispaﬁic ethnic groups~than of white non-Hispanics, such
discrimination would affect Hispanics' wages disproportionately. We
include race as a characteristic in our wage equations in order to
distinguish discrimination against Hispanics from discrimination against
blacks. Language skills and duration of residence in the United States,
as aspects of a worker's human capirtal stock, are also included in the
wage equations. Our decomposition method attributes wage differences due
to these factors to differences in personal characteristics, not to
discrimination. It is therefore of interest to examine how much of the
Hispanic-white wage difference s due to the differences in race, nati-
vity, and language skills. Beyond that, analysis of the portion of the
Hispanic-white differential that is due to measured characteristics will
tell us how much of the difference comes from differeuces in education
levels, geographic location, government-sector employment, health, and
age. In Table 9 we present a detailed decomposition of the geometric -
mean wige differential between each minority group and white
non-Hispanics, assuming the no-diserimination parameters lie halfway

between those of the whites and those of the @inority group.
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Table 9

Decomposition of Wage Differences between White Non-Hispanic and Minority Men:
Effect of Discrimination and Effect of Particular Variables

Central
Puerto & South Other Black
Mexicans Ricans Cubans Americans Hispanics Nom-Hispani

Observed arithmetic wage difference:

(';7“ -ﬁh)/ﬁw .278 +243 +107 .173 ~.129 .221

Observed geometric mean wage difference
(Table 8, col. 1):

lnww - lnww 0304 0218 0092 0210 0141 0233
Difference in selection bias:
- - -.035 -.114 -.064 -.213 -.084 .004
(9120)y = (0127)y (.041) (.057) (.118) (.084) (.062) (.041)
Wage difference, 1lnW, - Inwh, .
Cottected far selection biasa 0339 0332 .156 0423 0225 0229
Effect of discrimination
(Table 8, col. 5):
X, +3y)/2] (8y = By) 064 177 -,062 .365 .119 .137
Difference of area price levels:
1nP, = 1nPy .043 -.099 -.010 -.076 .018 .003
Total effect of background
variables listed below: «233 «253 .228 134 .089 .088
(X, = Xy) (By + Bp)/2 (.023) (.044) (.106) (.095) (.015) (.007)
ED .171 «129 .053 .034 «065 .103
(.010) (.018) (.010) {.007) (.008) (.006)
Total EXP 011 -.027 -.062 -.039 -.008 -.015
(.001) (.004) (.011) (.022) (.001) (.001)
VET .002 -.001 .038 .042 .001 .001
(.004) (.008) (.027) (.043) (.002) (.002)
Total FBORN .02 .101 .127 .052 .005 .001
(.015) (.046) (:.113) (.112) (.008) (.003)
NGNVG .018 .060 .060 .039 .023 .001
(.025) (.037) (.048) (.046) (.015) (.001)
HEALTH -.0002 .002 .003 .003 .000 -.001
(.0003) (.002) (.005) (.006) (.001) (.001)
GOVT .0002 -.0004 -,0001 .004 -.001 -.002
(.0002) (.001) (.006) (.005) (.002) (.001)
NONWHT (By,) .002 -.010 .009 -.001 .003 -
(.002) (.008) (.010) (.018) (.006) -_—

Note: Standard errors are in parentheses.

a(xX,8, + 1nP.) - X,
why w) ( hbh + InPy) = difference in wage offers. See Table 8, col. 2.
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In Table 9 we see that subtracting the area price-level difference
from the wage-offer differential of 347 between Mexican and white
non-Hispanic men would reduce the freal" wage-offer differential between
these groups to 307. Education is the source of half of the 347 wage-
offer differential; bringing the Mexicans up to the whites' average
_ schooling level would bring the Mexican men to within 17% of the whites'
average wage rate. This would entail an increase from 9.4 to 12.4 grades
completed. The difference in average time in the United States accounts
for a wage differential of 3%. Improving fluency in English to the level
of white non-Hispanics would eliminate only two percentage points of the
gap. Differences in potential work experience, Armed Forces experience,
health, government employment, and race each account for a wage dif-
ferential of 1% or less. Discrimination accounts for a difference of 5%.
Race, time in the United States, and English together account for another
5% difference.

The wages offered Puerto Rican men (rgw 4) arc 332 less than those
offered white non-Hisjanies, on average. The observed wage differential
is only two-thirds this size, due to selectivity bias. Adjusting for
area prices widens the "real" wage-offer gap to 437, since Puerto Ricans
tend to live in the high-priced Northeastern cities. Differing charac-
teristics account for 60X of this gap, leaving a wage-offer differential
of 187 that may be due to discrimination. Just closing the education gap
of 2.7 years would eliminate a differential of 13%, and ’‘mproving Puerto
Ricans' command of English would take care of 6%. The Puerto Rican-Anglo
difference in length of residence on the U.S. mainland accounts for h 102

wage-offer gap. Race and the difference in potehtial work experience act
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to narrow the observed waée gap, not to widen it. Nothing else has much
impact on the wage differential.

Q?ban men fail short of the wages offered white non-Hispanic men by
162 after adjusting for selectivity bias (row 4). If their background
characteristics were the same, the differential would be 62 in the
Cubans' favor,‘ The Cubans' recent errival in the United States accounts
for a differential of 132. Improving the Cubans' command of English
would eliminate a differential of 62, and closing the education gap of
1.1 grades would eliminate a wage-cffer differential of 5. The Cubans'
lack of U.S. Armed Forces experience (which is related to the recency of
their immigration) accounts for a 4% differential. The lower wages of
black Cubans accounts for a 1% difference in average wages offered Cuban
and white non-Hispanic men. The fact that the Cubans are older on
average tends to narrow the wage-offer differential; if they had the same
potential experience as white non-Hispanics, the wage-offer differential
would be 22% instead of 16Z.

Central and South American men have average observed wages that are
212 below those of white non-Hispanic hen, and their average wage offers
are 42% lower than those of the Anglo men. The price-level adjustment
widens the "real wage offer” gap to 50%. A differential of only 13% can
be explained by differing personal characteristics bf the ethnic groups.
In this case, a wage—offer differential as high as 36% may be due to
discrimination. A 4% difference is due to lack of fluency in English,
and a 4% difference results from lack of U.S. Armed Forces experience.
Both of these differentials may be linked tn the fact that the Central

and South Americans are the most recent Hispanic arrivals in the United
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States, even more recent than the Cubans, on average. By itself, this
accounts for a 5% wage-offazr differenti%l. As they already have nearly
as much education as white non-Hispanic men (11.8 grades vs. 12.4
grades), increasing education to the level of the Angles could only close
a wage—cffer gap of 3%.

The men of "other Hispanic” origin have average wage offers that are
22% below those of white non-Hispanics, after correrting for selectivicy
bias. A differential of 12% could be attributed to discvimination. A
gap of 72 1s due to the difference in education of 1.4 grades, and a gap
of 22 is due to poor command of English. Local price differences account
for gnother 2Z. Nothing else affects the differential in any important
way.

By way of comparison, black and white men have a 23% wage-offer dif-
ference, of which less than half can be attributed to differing charac-
teristics, so that as much as a 14X wage-offer differential may be due to
discrimination. The education difference of nearly two years explains a
wage-offer gap of 10%. No other observable differences contribute in a

particularly important way to the wage gap.

SUMMARY OF RESULTS

Our major findings, roughly in order of importance, are as follows,

1. The five major Hispanic-American groups differ so much among
themsélves and from blacks thét it makes little sense to lump them under
a single "Hispanic” or “mincrity” rubric for either analysis or policy

treatment.
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2. Discrimination in the labor market may be responsible for a wage
differential from non-Hispanic white men of 18% for Puerto Rican men, 4%
for black men, and 122 for "other Higpanic”™ men, but only 62 for Mexican
men. Low levels of education are apparently a much more serious problem
than discrimination for Mexicans. The Cuban-Anglo wage differential can
be completely explained by differences in observable personal charac-
terisfics, egpecially recency of arrival in the United States and
language handicaps. These factors, alpng with low education and disecri-
mination, also seriously handicap Puerto Rican men.

3. Mexican and "other Higpanic™ men, but not the other minority
groups, have significantly lower wages in gtates where Hispaniecs are a
larger fraction of the population. This may be evidence of "crowding”™ in
a discriminatory environment, or of a preference for locating, despite
lower earnings, where there are many other Hispanics. |

4, Minority men (except for U.S.-born Mexicans) have lower wage
returns to education than Aﬁglos, and foreign work experience is worth
much legs than exnerience in the United States; indeed, it is virtually
worthless for several groups.

5. However, returns to education do not daiffer significantly between
U.S. natives and immigrants within the same ethnic group (except for
Mexicans), nor is the difference between foreign and U.S. schooling
significant within a group. U.S.-born Mexican men have as high a return
to education as U.S.-born Anglos, while the Mexican—born have a wuch
lower return, as do the other minority groups.

6. There is no clear evidence that Hispanic immigrants' wages ever
overtﬁke those of native-born members of their ethnic group who are of

the same age, educational level, etc.
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7. English deficlencies do not depress the wages of Mexican men as
much as the other four Hispanie groups.
8. The wages of whit: and non-white Hispanics do not differ signifi-

cantly, ceteris paribus.

9., Public-sector wages are not significantly different from private-
sector wages of Hispanic and Anglo wen with the same human capital
characteristics. Black men, however, do get higher wages in government
employment.

10. Experience in the Armed Forces does not affect wages in a dif-
ferent way from civilian experience.

11. Health disabilities do not depress wage offers; their often-
found negative impact on observed wages is apparently due to sample
selection bias.

12. Finally, selectivity bias can be a probiem even when estimating
wage functions for men, using a sample restricted to wage and salary
employees. We find a negative correlation between the error terms in
the equations for the wage and for participation in the wage and salary
sector. Moreover, sample selection bilas affects estimates of intergroup
wage differences, making the difference in average observed wages smaller

than the true difference in average wage offers.
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NOTES

lauthor's tabulations from the 1976 Survey of Income and Education,

as reported in Table 4.

2por a description of this data set, see U.S. Bureau of the Census

(1978).

3seven Hispanic and seven white non-Hispanic men were excluded from

the sample as wage o¢utliers.

44e used the Bureau of Labor Statistics index of comparative cost of
living based on an intermediate budget for a four-person family in autumn
1975 (U.S. Department of Labor, 1977, p. 277). To the ;xtent possible,
we matched the person's SMSA of residence with the same SMSA in the BLS
survey. When a sample member lived in an SMSA not included in the BLS
survey, we used the cost index for the closest comparable SMSA. When a
sample member did not live within any SMSA, we used the "nonmetropolitan”

cost index for the region of residence.

5To see what the sign of the coefficient of A implies, assume a per-
son participates 1f Wy > W,, where
Wp = market wage offer = X8 + €, and
Wy = reservat’'on wage = nonmarket productivity = Ya + €3
The participation rule can be expressed as:
participates if X8 - Ya+ € = €3 > 0, or
participates 1f Zy + €3 > 0, vhere ; = ¢ = €3,
The ccefficient of ; is 019 = Cov(gy, &) = Cov(ey, € = €3) = 011 - 913,
> >

so 012 < 0 as 911 < 613« For 015 to be negative, as in our results, the

covariance between the errors ‘n the market and reservation wages must be
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positive and larger than the variance of the error in the market wage

offer.

bFor immigrants who arrived before 1970, the Survey of.Income and
Education does not give the exact year of immigration. 'USEXP and FOREXP
are constructed by using the mid-point of the period when the person
arrived in the United States as the estimated immigration date. This

ictroduces some measurement error into these variables.
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